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Presenter
Presentation Notes
Good afternoon. I am Adrian Hunnings, 2011 President of the Greater Capital Area Association of REALTORS®.
GCAAR represents REALTORS® in the District of Columbia and Montgomery County, MD.
Today, I will present a historical view of the DC and Montgomery County real estate markets which show how these markets have faired, and why REALTORS® believe homeownership is an investment in your future. 
A few areas I will highlight are the gross sales price, real estate inventory, and days on market dating back to 1997.
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Presenter
Presentation Notes
Most homeowners define a healthy housing market as one in which the equity in their homes is rising.  The greatest factor influencing year-to-year changes in equity is of course home values.  This slide shows the monthly median sales prices for all residential units in DC through the end of 2009.  We can see that in the late 1990’s to early 2000’s prices were appreciating at a modest, but good rate.  Beginning in 2001, we saw a significant shift, as price appreciation moved up in the double-digit rates.  By 2006, we experienced what many have called the bursting of the bubble.  Looking at prices over the last decade, we see two very significant turning points.  The first in 2001 was not a reversal in direction,  rather, it was a significant change in the rate of increase.  However, 2006 was a clear turning point. A reversal in market trends as prices  went from double-digit appreciation to double-digit depreciation.  This gives us a opportunity to evaluate our leading indicators, and see how well they were able to foretell and turning of the market.   



®)

$500,000

$400,000

$300,000

$200,000

$100,000

S0

Median Sales Price - DC

%AP
% ~~~~~

GREATE .lP!‘IAI.AREAASDC LATION OF REALTORS®


Presenter
Presentation Notes
Last year when we made this report, we felt the leading indicators were pointing to a turn in the market that would be followed by upward trend in prices.  Now let’s add 2010 prices to the graph.  Prices have definitely moved up.  Our November 2010 median price was 17.5% above November of 2009.  But the question still remains, did we experience a fundamental shift in the market, or was this price increase temporary and solely the results of the tax stimulus given earlier this year.
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Presenter
Presentation Notes
This graph plots the year over year price trends.  What we are looking for, as a leading indicator, is the change in slope preceding the market turning points.  The yellow bars are there just as reminders that highlight the market turning points.  Prior to the 2001 market shift we saw the slope of price change increase.  Prior to the 2006 market shift, long before actually seeing a drop in prices, we saw the rate in increase steadily decline.  Preceding 2010, we saw the rate of decline reverse its self as early as 2009.  This leading indicator would seem to show that market prices are increasing at an increasing rate.
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Presenter
Presentation Notes
Inventory is another leading indicator.  We associate large inventories with declining prices and low inventories with increasing prices.   Preceding the 2001 turning point, inventories were declining.  About 1 year before the prices starting declining in 2006, the inventory started to grow.  Our inventory peaked in 2009 and declined preceding the last market shift.  However, a note here is that inventory has subsequently grown during the last 6 months, and at least this leading indicator suggest we would experience some weakness in the fall market.
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Presenter
Presentation Notes
The number units sold is an indicator of demand.  We associate increasing sales volume with increasing prices, and decreasing volume with weaker markets.  This graph looks a little like my EKG.  Clearly we see the seasonality in the monthly numbers.  However, accounting for the monthly variation, we note the rate of sales steadily climbed preceding the 2001 shift, and about 18 months ahead of the 2006 shift, started declining.  The annual volume of sales bottomed out in 2009 and since then has been increasing.  This leading indicator suggests that the market is getting stronger.
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Presenter
Presentation Notes
The absorption rate is where we put supply and demand together.  This chart shows the inventory at the beginning of the month, divided by the number of new sales that occurred during the preceding month.  We tend to associate a 6-month supply as a balanced market that is not putting extreme pressure on prices in either direction.  However, I have noted that the market seems to be more sensitive to the rate of change or direction of the absorption rate.  To me, as an agent in the field, a 6-month supply after experiencing a 12-month supply seems a lot tighter supply than a 6-month supply following a period of 2 months supply.   Note, prior to 2001, the inventory dropped to about a 2-month supply, then just before the 2006 market shift, started trending upward.  It was not until 2007, after the 2006 market shift that we hit a 6 month supply and peaked in 2009.  It was this leading indicator that gave us such optimism expressed in last year’s report.  Although the absorption rate is hovering around 6 months supply, the inventory component has outstripped sales during the fall market, and the absorption rate is up from the beginning of the year.
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Presenter
Presentation Notes
Overall, the median price in DC in November was $427,750, up 17.5% since the same period last year.



MONTGOMERY COUNTY
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Presenter
Presentation Notes
As we see here, Montgomery County had similar turning points, not necessarily at the same time as DC, but as you would expect, it has followed a similar pattern.  Based on this data, it would appear our turning points were 2001, 2007, and 2010.
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Presenter
Presentation Notes
The year over year change in prices shows similar trend to DC.  Note in 2009, the price trend took a significant turn upward and broke into positive territory in mid 2010.
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Presenter
Presentation Notes
The inventory in Montgomery County starting declining in 2008 and bottomed out in early 2010.  As in DC, the fall inventory increased, putting pressure on fall prices.
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Presenter
Presentation Notes
The number of units sold would seem to indicate the market will continue to strengthen.    Year over year sales have been increasing since 2009.
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Presenter
Presentation Notes
The absorption rate declined from 2008 to 2009, reaching about a 4 month supply.  Again, it was this statistic that indicated we would experience a strong spring in 2010.  Like DC it also shows the market turned weaker in the fall of 2010.
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Presenter
Presentation Notes
Overall, prices have shown a more modest increase in Montgomery County compared to DC.  The median price in November, 2010 was $362,000, 9.7% above the same month one year ago.



IMPACT OF INTEREST RATES


Presenter
Presentation Notes
There is one more story that is going to have a major impact on our markets in 2011  -- interest rates, and their impact on monthly payments.  We tend to gauge the housing market by the price of the home.  But in reality, the price of the home in terms of monthly payments is of far greater concern to the buyer.
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Presenter
Presentation Notes
Here we are looking at 40 years of interest rates on a 30 year fixed-rate mortgage.  In perspective, these are the lowest rates we have ever experienced in our lifetime.
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Presenter
Presentation Notes
However, this chart shows what has happened in just the last few weeks.  Interest rates have moved up 50 basis points from their record low in early November.  This doesn’t seem like a lot, but it can have a major impact on a buyer’s monthly payments.



Monthly Payment varying by Interest Rate
on $427,750 Sales Price

Interest Rate Monthly Payment*

4.25% $1,683

4.75% $1,785

5% $1,837

6% $2,052

7% 52,276
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Presenter
Presentation Notes
Let’s take the median price of a home in DC as our example.  Based on a sales price of $427,250, and with a 20% down payment, and an interest rate of 4.25%, the buyer’s monthly principal and interest would be $1,683.  That same house at 50 basis points more would cost $1,785, a 6% increase in monthly payments.
Note that if interest rates moved back up to the range of 7%, the buyer’s monthly payment would increase 35% to $2,276.  I am not predicting interest rates will be 7% in 2011, but I just want to point out the impact that rising rates have on the buyer’s monthly payment.



Monthly Payment vs.
Sales Price

$1,683 x 4.25% =>» $427,750

$1,683 x 7.00% =>» $316,288


Presenter
Presentation Notes
Let’s look at this from a slightly different perspective.  A buyer that could only qualify for a monthly principal and interest of $1,683, could have purchased a $425,750 home.  If interest rates move to 7 %, the same buyer could only buy $316,288 to maintain that same monthly payment.



2011 Forecast for DC and
Montgomery County

Market Fundamentals are strong

e Stabilizing local economy

e Consumer confidence on the rise

e Population - # of households growing
* Interest rate relatively attractive

e Home Prices lowest since about 2004


Presenter
Presentation Notes
In conclusion, we expect:
Market Fundamentals are strong 
Stabilizing local economy
Consumer confidence on the rise
Population - # of households growing
Interest rate relatively attractive
Home prices lowest since about 2004



2011 Forecast for DC and
Montgomery County

# of Units Sold — expected to climb in 2011

January/February Inventory will decline before
the spring inventory comes on the market

Absorption rate will hover around 5 -6
months

Prices will appreciate (3% - 5%)


Presenter
Presentation Notes
# of Units Sold – expected to climb in 2011
January/February Inventory will decline before the spring inventory comes on the market
Absorption rate will hover around 5 – 6 months
Prices will appreciate (3% - 5%)



2011 Forecast for DC and
Montgomery County

Caveats

e |f end of year inventory continues to outpace
sales

30 year mortgage rates vulnerable to deficit fears
* Availability to obtain financing

e Concern over ability to deduct mortgage interest
and other commission recommendations

e VVolume of foreclosures


Presenter
Presentation Notes
Caveats 
If end of year inventory continues to outpace sales
30-year mortgage rates vulnerable to deficit fears
Ability to obtain financing
Concern over ability to deduct mortgage interest and other commission recommendations
Volume of foreclosures



2011
Greater Urgency for Buyers

* Prices continue to move up

 Mortgage interest rates climb


Presenter
Presentation Notes
The biggest difference I think buyers will face in 2011 is a sense of greater urgency.  If prices continue to rise, if interest rates continue to rise, the pressure on buyers will build to make a quicker decision to buy more necessary while values are still good.
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Presenter
Presentation Notes
 My contact information is included in the packet you picked up at the desk, as is a copy of this presentation.

 Visit our web site: GCAAR.com for up-to-date information and statistics.

Thank you -
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